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Paraguay's Central Bank (Banco Central de Paraguay) reports significant economic growth in 1993,
a substantial improvement in the country's trade balance, and a hefty accumulation of foreign
reserves. Consumer prices did increase slightly over 1992, but inflation is still fairly moderate, and
the government plans austerity measures in 1994 that should lower the fiscal deficit and reduce
inflation by about five percentage points by year-end.
According to the Central Bank, the GDP grew by 3.7% in 1993, representing a strong jump over
the dismal 1% economic expansion reported the year before. In 1992, a combination of drought
followed by floods hurt the country's largely agricultural economy, substantially reducing exports
and pushing GDP growth below population growth for the first time in seven years. Unprocessed
cotton and soybeans account for about 70% of Paraguay's exports. Last year, however, exports
greatly rebounded, fueling economic growth and allowing the government to substantially improve
the trade balance.
The Central Bank reports a trade surplus of US$89 million in 1993, marking a complete reversal from
1992, when the government registered a US$351 million trade deficit. The government also reports
a 15% jump in foreign reserves, which grew to US$700 million in 1993, allowing the government to
maintain a fairly stable exchange rate throughout the year. In fact, the government hopes to attract
a huge influx of dollars this year by enacting legal reforms that would permit the use of dollars and
other foreign currency for most domestic transactions.
According to Finance Minister Crispiniano Sandoval, the government will overhaul Central Bank
statutes to permit businesses to not only freely buy and sell dollars, but to use foreign currency
for payments and investments. "Given the huge deposits in dollars already accumulated in the
banks, we are clearly moving toward a de facto dollarization of the national financial system," said
Sandoval. "The legal reforms are aimed at providing businessmen with greater flexibility in the use
of foreign currency, and will in effect represent a revolutionary change in the nation's monetary
system."
Despite the relative exchange rate stability, however, annual inflation last year still grew by
more than two percentage points compared to 1992, from 18% to 20.4%, according to the Central
Bank. Although still considered moderate, the inflation rate was significantly higher than the
government's original goal of 15% inflation by year-end. In general, officials blame the fiscal deficit
for the rise in consumer prices. In fact, the government says it will be hard pressed to reduce the
deficit this year, since Congress increased the total budget for 1994 by about 30% compared to 1993.
In response, the executive plans controversial austerity measures for this year to control spending
and raise government income. In early January, President Juan Carlos Wasmosy who took office in
August authorized rate hikes for most public services, including water, electricity, and telephones.
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In addition, Wasmosy ordered a 15% ceiling on wage increases for 1994, and announced that price
hikes for fuel and public transportation would be forthcoming.
Among other things, the government is also considering a partial renegotiation of payments on
the foreign debt in 1994. The government may request, for example, that Spain and France allow
Paraguay to defer repayment on its bilateral debt to those countries for one year, since most of
the US$75 million owed to them will come due in 1994. Given the planned austerity measures,
the government hopes to reduce inflation by year-end to about 15%. Nevertheless, the public
service rate hikes and especially the restriction on wage increases will likely generate bitter conflicts
with labor organizations throughout the year. In early December, the country's three large union
confederations held massive protest marches to push the government to grant wage hikes of
between 20% and 40% for civil servants this year.
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